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EDITORIAL DEPARTMENT NOTE 


Become; coebentated to suuethl almost every one has to learn at 
present. It has become for many a lost art due to the pressure 
of war on production rather than on cost. To many of Ce yen 
accountants, consciousness of costs is almost a newly-discovered phenomenon 
aS oe Se eae Se. eee Pen, we Se er cee eee 
° ways to acquire wledge is 
budgets, since every Aigure contained therein can be traced and is effet 
on t: TV 


s observed. 

TR Elsman, a member of the Newark Chapter and the author of the 
first meee has performed a valuable service in bringing this topic to the 
attention of the membership at this time. Educated at Pace Institute, Mr. 
Elsman gained his early accounting experience with the Packard Motor 
Car mg <> of New York. For sixteen years, he has been with the 
Monroe culating Co., having risen to the position of Assistant Con- 
troller in charge of budgets, statistics, costs, and payroll. 

The second article by Clair D. Weller emphasizes further the need for 
close scrutiny of the cost figures. The article deals with reports on man- 

wer utilization as a means of checking and controlling labor efficiency. 

ere, too, much that was known before the war must be painfully re- 


learned. 

Mr. Weller has been employed in the Cost Division of R. G. LeTourneau, 
Inc., since 1940 and is at present Assistant to the Chief Cost Accountant, 
Prior to 1940 he spent some years in time study, cost accounting, and 
mgt control work at the Warren Featherbone Company of Three 

aks, Michigan. He has been a member of the Association since 1938, 
and a member of the Peoria Chapter since 1940. 





Articles published in the Bulletin present many different viewpoints. In 

ishing them the Association is not sponsoring the view ex but 
is endeavoring to provide for its members material which will be helpful 
and 5 ay ery oy comments are welcomed and will be published 
in the Forum ion of the Bulletin. 
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PROFIT-ACTION FIGURES 


By T. R. Elsman, Assistant Controller, 
Monroe Calculating Machine Company, Orange, N. J. 


 kepbaepeom we realize it or not, most of us are guessing about 

the future. In our personal lives practically every important 
action we take is predicated on our estimate of future possibilities. 
An estimate of the future was made when we accepted our present 
jobs. It is present in our choice of friends, in the associations we 
join, and in the homes we acquire. In business our estimate of 
the future affects, and to a large degree controls, our current deci- 
sions relative to the design of our products, the size and layout 
of our plant, the size and type of our sales outlets, the systems we 
adopt, the type of people we hire, and practically all of the other 
decisions made. We like to call this “future planning,” but if it is 
not supported by figures, much of it is guessing, and rough guess- 
ing at best. 


The Budgeting Principle and Budgetary Control 

The budgeting principle is inherent in all future planning. 
Budgeting, has been defined as that which has to do with the tech- 
niques followed in preparing estimates of the future. These esti- 
mates, to be effectively used, must be expressed in figures.. A 
writer in one of the N. A. C. A. Bulletins quotes Lord Kelvin as 
saying : 

When you can measure what you are speaking about and 
express it in figures, you know something about it, but when 
you cannot measure it nor express it in figures, your knowl- 
edge is of a meager and unsatisfactory kind. 


If the techniques followed in your estimating are effective, they 
will develop figures which are approximately correct. This will 
change your rough guesses into at least informed guesses, and the 
guesses you make on the different activities of the business can 
then be coordinated to a degree which will justify calling the pro- 
cedure “future planning.” If you then think it is practical, you can 
set up a budget and establish budgetary control. Budgetary control 
is the executive aspect of budgeting, that is, the profitable action 
taken on the estimates developed by budgeting. 
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Whether a budget is developed from the various estimates pre- 

pared is a question each company must decide for itself. But cer- 
tainly no company employing more than one person can safely get act 
along without the essential profit-action figures which can be 2) 
. brought to light by budgeting techniques. These figures are not - 
available in conventional accounting records. Most of the figures dit 
referred to in the following discussion are available or at least can fo 
; be obtained from an adequate cost system, which does not mean an , 
elaborate system. It means one which can simply summarize all ye 
the profit-making possibilities of the business on two or three Bi 
I pieces of paper. bu 
Practicability of Budget 3 bu 
Before we discuss the figures needed for effective profit-action ev 
ie and seek to determine whether or not budgeting is a practical idea pr 
) for your business, let us consider what we obtain from the con- ne 
ventional profit and loss statement. I should like to quote an au- no 
thority on this subject because he points out its limitations so bu 
clearly.2 if 
The outstanding defect of the conventional profit and loss * 
| statement is that it shows only one side of the picture. It re- - 

ports profits made but does not show profits lost, namely, 
those potential profits which did not materialize owing to 8 
| failure on the part of the organization to take full advantage in 
: of their profit opportunities. There is probably not a manu- f 
! facturer in fifty who has any definite idea of what his profit ° 
would be if he took full advantage of the opportunities pre- M 

sented. 

I think we all agree with his contentions that the average profit 

and loss statement is of little or no aid to profit making. Will 

budgeting do the trick? Maybe it will. It has helped in many 

companies, but budgeting is not a ready-made device for your com- 

: pany and mine. On the contrary, it must be custom-made for each 

| business. Many books have been written, hundreds of speeches 
delivered, and hundreds of articles published on budgeting. There “x 
have been more N. A. C. A. Bulletins published on that subject - 
j 
fl . 1G. Charter Harrison, The Hand of John Gough, (Madison, Wisconsin, r. 

i 
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than on any other. The opinions of writers vary considerably. 
Thus, Edmond LaRose? states that his company budgets all of its 
activities one year in advance and meets this budget within I or 
2 per cent. On the other hand, G. Charter Harrison® states that 
anyone who can see six months ahead what general business con- 
ditions will be and their effect on sales volume can easily make a 
fortune for himself on the market and would be wasting his time 
supervising budgets. There are others who state that we are not 
yet at a point where we can determine whether or not a budget is 
a practical tool for each individual business or all activities of the 
business. 

I firmly believe that some activities of every business can be 
budgeted effectively. Whether we are using budgets or not, how- 
ever, we should certainly use all of the means at our command to 
produce figures which can be used for making profits. It is still 
necessary to make the most of our profit opportunities, budget or 
no budget, and if we decide the budget is a practical tool for our 
business, a large portion of our groundwork will be laid. Thus, 
if we are producing a diversified line of products and wish to 
show the top executives of our organization figures which point 
out opportunities for increasing the company’s profit, we need, 
first of all, a good cost system. The cost accountant with initiative 
and an adequate cost system is the accountant with the real oppor- 
tunities to make substantial contributions to the company’s profits 
in addition to preparing reports which show the accomplishments 
of others in this respect. 
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Maximizing Profits 

We can increase our profits in several ways: 
Price increases. 
Cost reduction. 
Increase in production and sales volume of all products. 
Increase in production and sales of the most profitable 
products and development of the most profitable outlets. 

5. Dropping unprofitable products and unprofitable sales 
outlets. 

"2 Edmond LaRose, “Budgeting and Controlling patent Operations,” 

Anniversary Papers, National Association of Cost Accountan 


3G. Charter Harrison, “A Streamlined Budget Plan,” Two Articles on 
Today's Problems (Madison, Wisconsin, 1942). 
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Price Increases 


It is obvious that OPA will exercise some control over prices 
for some time. When OPA ceilings are finally lifted, competition 
will hold prices down; consequently, there is little likelihood of 
improving profit positions from this angle. 


Cost Reduction 


The cost accountant’s contribution to cost reduction is well 
known and recognized, particularly in connection with manufac- 
turing costs. The factory management in well-organized factories 
knows the cost accountant and his contributions. It is extremely 
important in the period just ahead that the sales management also 
gets to know him. 

If the cost accountant is in a well-organized factory and his cost 
system is adequate for cost control purposes, his principal contri- 
bution to the factory executives during this period will be in the 
assistance he can give in establishing new postwar efficiency stand- 
ards and in seeing to it that costs are held down to these standards. 
Most of this work for the period just ahead should be turned over 
to his assistant while he himself devotes his time to compiling 
profit-action figures for the top executives, particularly the sales 
executive. If we are going to have future planning for profits, we 
need figures for the plans and more figures for action on the plans. 


Increases in Production and Sales Volume, Profitable and Un- 
profitable Products 


It is quite apparent that no ordinary cost reduction program can 
offset the increase in costs brought about during the war. Labor 
will not only fight to hold the gains made in the war years, but 
will also fight for and obtain additional increases. With little pos- 
sibility for increases in price, effort must be concentrated in one 
direction if we are ever to regain and improve our prewar profit 
position. We must intensify our selling effort to increase sales and 
production volume. Advertising and sales promotional activities 
must be concentrated on the profitable products in the most profit- 
able sales outlets. Unprofitable products must be redesigned, or 
if they represent an insignificant part of the over-alt business, they 
should be discontinued. 
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Information Needed 


Conventional accounting does not produce profit-action figures. 
Many sales executives do not know what figures they need from 
accounting, and many accountants know only vaguely what the 
sales executive wants from them. The cost accountant stands in 
the best position to correct this unfortunate situation. His training 
fits him for the job of preparing and interpreting the profit-action 
figures needed right now. He is skilled in figure analysis and syn- 
thesis, the breaking-down and building-up process. Among the 
figures urgently needed at this time are: 


1. Figures to express productive capacity. 

2. Figures which will supply a common index for measuring 
production, sales, and inventory balances. 

3. Figures on sales trends and normal sales. 

4. Figures which will show both fixed and variable expenses. 

5. Figures which show profit or loss at various levels of 
sales volume, first based on a normal mix of sales and, 
second, based on several other preferred sales mixes. 

6. Figures on the profit contribution of each class and model 
of product. 

7. Figures which show the profit return on each hour of 
productive labor by class of product. 





Productive Capacity 


In most American industries, the capacity to produce is in excess 
of the normal demand for the product. Considerable excess capac- 
ity is required in any business with violent fluctuations in sales 
volume. However, each individual business should know its own 
maximum productive capacity. Very often this is determined by 
a bottleneck operation. In our company, it is limited to the num- 
ber of skilled assemblers and inspectors whom we have trained 
and who are available. Many of these employees require several 
years of specialized training. We have an almost unlimited cap- 
acity to produce the individual parts for our products because we 
can subcontract their manufacture if our own facilities are used 
up to the maximum. Our normal capacity, therefore, is based on 
the number of skilled assemblers and inspectors we employ on a 
40-hour week basis. Our maximum capacity is more than 50 per 
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cent higher than our normal, inasmuch as we can increase hours 
beyond 40 per week; furthermore, we keep a sizable number of 
employees in training on our assembly and inspection methods.. 
We state our productive capacity in two ways so that the infor- 
mation can be used effectively in current estimates. The first of 
these is expressed in the number of standard hours available an- 
nually for each type of product. For instance, 1,000,000 standard 
hours are available for product A, 500,000 for product B, and 
250,000 for product G, etc. The second and most effective method 
for expressing productive capacity is in terms of standard units. 


Standard Units 


When a diversified line of products is manufactured and there 
is a wide variation in the amount of productive labor necessary in 
the manufacture of each, a standard unit of measure is. essential 
for expressing productive capacity and for comparing production, 
sales, and inventory balances. If this is not done, and production, 
sales, and inventory balances are compared in terms of units or 
dollars, a further interpretation of the figures must be made if 
there has been any change in the mix of products produced and 
sold. The standard unit of measure may be a fixed number of 
hours, points, or any other unit of measure adequate for the 


purpose. 


An easy way to establish a standard unit of measure is to select. 


one basic model of product for the standard unit. For illustration, 
we will call this Model X. We find it takes 50 standard production 
hours to produce Model X. The next step is to establish an 
equivalent in standard units for all of the other models of product 
as follows: 


Standard Hours Equivolent in 


Model Per Unit Standard Units 
x 50 I. 
A 40 8 
B 75 1.5 
Cc 100 2. 
D 150 3- 


We are now in a position to express our productive capacity in 
716 









= 


Bate Sgeges 


cast 
of 7 








e if 


‘lect . 


‘ion, 
tion 
| an 
duct 


ty in 





April 15, 1946 N. A.C. A. Bulletin 





terms of standard units and to compare production, sales, and in- 
ventory balances on the same basis regardless of whether the mix 
of models produced and sold is comparable or not. 

Productive capacity in terms of standard units is expressed as 
follows : 


1. Normal standard hours available (quarterly) 600,000 

2. Standard unit, Model X = 50 standard hours 

3. Normal standard unit production available 12,000 
(Line 1 divided by line 2.) 


This enables us to express normal productive capacity available 
by models as follows: 


Maximum Unit 


Production at 

Equivalent in Normal Capacity 

Model Standard Units (600,000 Hours) 
xX I. 12,000 
A 8 15,000 
B 1.5 8,000 
C 2. 6,000 
D 3- 4,000 


From the foregoing example it can readily be seen that if we 
utilize all of the normal productive capacity available to produce 
Model X, we can produce 12,000 units; if used on Model C, we 
can produce only 6,000 units. Knowing the equivalent in standard 
units for all models and the normal capacity of the plant in terms 
of standard units, we can easily determine the number of units of 
each model which we have the capacity to produce for any mix 
of sales. 

As quarterly sales requirements are prepared for the manufac- 
turing division, they contain a considerable mix of major classes 
of products and models of product ; however, by extending all of 
the models on the schedule at their equivalent standard unit value, 
we know in a few minutes whether we are going up or down in our 
productive activity during the next quarter by comparing our fore- 
caste? production in terms of standard units with our current rate 
of production in terms of standard units. This is illustrated as 
follows : 
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Forecasted Production Current Quarterly 
Next Quarter Production 
Model Quantity Std. Units Quantity Std. Units 

x 1,500 1,500 2,000 2,000 
A 1,000 800 1,500 1,200 
B 1,500 2,250 1,500 2,250 
Cc 1,500 3,000 1,000 2,000 
D 1,500 4,500 1,000 3,000 
7,000 12,050 7,00 10,450 
nd ed ——_—_—_ 








Note that the quantity of units scheduled for the next quarter is 
the same as the current quarterly production, a total of 7,000 units, 
Still, a substantial increase in productive activity will be required 
in the next quarter. This increase will be noted in comparing the 
number of standard units required in each period. In the current 
quarter we are producing 10,450 standard units. In the forthcom- 
ing quarter, 12,050 standard units are required, an increase of 
1,600. A standard unit represents 50 standard hours ; consequently, 
an increase of 1,600 standard units represents 80,000 standard 
hours (1,600 < 50 hours). 

The factory manager knows five minutes after the quarterly 
sales schedule is submitted what effect it will have on his organ- 
ization. It is determined at this time whether it is possible for the 
manufacturing division to meet the sales requirements and, if so, 
how are they to be met; that is, how much additional personnel, 
overtime, material requirements, etc., will be necessary. The sales 
department will receive an answer the same day it submits the 
forecasted requirements. 


Comparison of Production, Sales, and Inventory 

Using the standard unit, we can also compare production, sales, 
and inventory much more effectively than can be accomplished by 
using cost, sales price, or number of units. 

In the illustration on the top of the following page, we opened 
the period with 7,000 units of finished product; we produced 
7,000 units and sold 7,000 units, leaving a closing inventory of 
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td. td. ; 

Model Units Units Units Units Units Units Units Units 
aR ee 3,000 3,000 2,000 2,000 3,000 3,000 2,000 2,000 
Rae 1, 800 1,000 800 1,000 800 1,000 800 
MN phen esdho 1, 1,500 2,000 3,000 1,500 2250 1,500 2,250 
_  aesare 1, 2,800 1,000 2,000 1,000 2,000 1,400 2,800 
PARES AE 1800 1,000 3,000 500 1,500 1,100 3,300 
7,000 9,900 7,000 10,800 7,000 9,550 7,000 11,150 


7,000 units. However, when we look at the situation in terms of 
standard units we quickly discover that sales are running behind 
production; and the increase in inventory between the opening 
and closing of the period is 1,250 standard units, This increase of 
1,250 standard units represents 62,500 production hours. This 
condition may or may not be satisfactory, depending upon a num- 
ber of other factors. Nevertheless the condition has been brought 
to light in an effective manner, and remedial action can be taken 
if necessary. 

In manufacturing we purchase raw material and convert it into 
a usable product. We are selling principally our costs of conver- 
sion. In the illustration, it can readily be seen that the costs of 
conversion in one period are being carried forward for sale in a 
subsequent period. If we know the approximate hourly cost of 
operating the plant, we can easily determine the value of the con- 
version costs being carried forward. For instance, in this example 
the increase in inventory was 62,500 production hours, If the 
approximate hourly cost of operating the plant was $3 per hour, 
the conversion costs to be recovered in a subsequent period are 
$187,500 (62,500 hours X $3). 

The standard unit can also be used very effectively as a device 
for inventory control, both as to investment and turnover. 


Sales Trends—Normal Sales 

If we would really have our figures persuade the boss to take 
full advantage of his profit-making opportunities, we must also 
estimate our normal sales and project the figures several years 
ahead. Everything else we do in connection with profit-action 
figures hinges on these normals. The costing rates used for in- 
ventory valuation and for establishing prices should be based on 
sales normals. For determining the size and layout of the plant, 
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the investment in machinery and equipment, the number of people 
hired, and for practically every important decision that must be 
made, it is necessary to know the normal sales and the normal 
trend of these sales. 

A study of sales over a period of time should enable us to esti- 
mate normal sales and the trend in these sales. In most businesses, 
there is a growth trend. In our own case, most of our normals 
have been estimated by taking the sales figures for a number of 
years. After adjusting these figures for extraordinary situations, 
we simply plotted them on a piece of graph paper and, by drawing 
a straight line through the points, we eliminated the effect of the 
peaks and valleys caused by cyclical fluctuations. On these charts 
we can project normal sales many years ahead. 

If the business is in an expanding industry, a growth trend in 
sales becomes imperative. If the growth trend on any or all prod- 
ucts is unsatisfactory, further analysis of sales may be made by 
types of users, large, small, industrial, retail, government, etc. 
In this way we find out where we are slipping and why. Is it due 
‘to lack of sales effort or is it due to a lack of engineering activity 
in replacing obsolete products with new ones? In short, give top 
executives this kind of information and point out the action re- 
quired. This is what is meant by profit-action figures. 

Once normal sales dollars for each major class of product are 
established, the next step is to break down the figure into the dif- 
ferent quantities and models of products represented by the dollar 
volume. This will represent the normal mix of models of product 
and will be the basis of the production normals used in establishing 


the costing rates. 


Fixed and Variable Expense 

In considering the characteristics of expenses, we find there are 
three kinds, fixed, semi-variable, and variable. A study of ex- 
penses for a period of time makes their classification possible with- 
out any trouble. The fixed expenses are easily identified. They 
do not move up or down with volume changes to any appreciable 
extent. The variable expenses. also are easily identified because 
they move up and down almost in direct ratio to the fluctuation in 
volume. All others are semi-variables. They move up and down 
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with changes in volume but not in proportion to it, There is a 
fixed and a variable element of expense in a semi-variable, 

To ascertain the amount of fixed and variable expenses, it is 
preferable to analyze each class of expense individually ; however, 
if time is not available, a quick and approximate determination can 
be made on an over-all basis. This is done by taking total dollars 
and total costs in a period of high sales volume and also in a period 
of low sales volume, and finding the difference in sales between the 
two periods and the difference in costs between the two periods. 
With these figures, we can approximate the variable expense rate, 
the fixed expense, and the break-even point. This is illustrated in 
the following: 


Activity Sales Costs 
High $12,000,000 $9,840,000 
Low 6,000,000 5,640,000 
Difference $6,000,000 $4,200,000 


Variable cost per dollar of sales == $4,200,000 -- $6,000,000 == 
$.70. 

Fixed cost at any volume == [$9,840,000— ($12,000,000  $.70) } 
= $1,440,000. 

Break-even point in sales == $1,440,000 -~- .30 == $4,800,000. 


In this example marginal income is 30 per cent of the sales dol- 
lar. In other words, a profit of 30 per cent is realized on all sales 
above the break-even point of $4,800,000. This is the profit real- 
ization when the normal mix of products is sold. If we are able 
to change this mix to include a higher percentage of the most 
profitable products, we thereby increase profits. 

Another use to which figures based on cost behavior may be put 
is to compute the increase in sales required in the postwar period 
to maintain the company’s prewar profit position. The basis of 
these figures should be postwar basis. If prewar figures are avail- 
able on fixed and variable costs, comparison may be made of pre- 
war and postwar profits, the increase in fixed costs, the variable 
cost rate, and the break-even point. The procedure may be illus- 
trated as follows: 
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1940 1946 
Sales $8,000,000 
Fixed expense $1,800,000 $2,200,000 
Variable expense rate 60% 65% 
Marginal income rate 40% 35% 
Increase in cost, 1940 to 1946 
Fixed $400,000 
Variable 400,000 ($8,000,000 X .05) 
Total $800,000 


The increase in sales required to equal the amount of prewar 
profits is: 

Increase in cost ($800,000) -+ Marginal income rate (.35) = 
$2,285,000. 
Profit or Loss at Various Levels of Sales Activity 

Having obtained figures on normal and maximum capacity to 
produce, normal sales volume, the trend in sales, and fixed and 
variable costs, we are in a position to produce additional figures 
and estimates which result in profit action. The information, 
which can now be put on a few pieces of letter-size paper, will 
do more to show the sales executive how to improve the company’s 
profit position than a ton of other types of statements. 

The first thing to do is to prepare a schedule or chart showing 
profit or loss at different levels of sales volume with the normal 
mix of products. Other schedules should be prepared showing 
how the profit position can be improved by more selective selling, 
that is, by selling a larger percentage of the most profitable 
products. 

If in our study of fixed and variable expenses, we find that our 
margin of profit is 30 or 40 per cent after paying fixed expenses, it 
is our duty to let the sales executive know. He might be looking at 
last month’s statement which shows him that he is making a 15 
per cent profit on a certain product. He feels that if he could in- 
crease his sales of the product, he could realize 15 per cent profit on 
all of the additional business. Actually if the increase in sales 
contemplated is above the break-even point, a much higher rate 
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of profit will result beccause there are no fixed charges to apply 
against these sales. Oftentimes it is possible to show our sales 
executive how he can increase his direct selling costs as an incen- 
tive to the salesman to get this additional business and at the same 
time increase the profits of the business. 

Usually for any substantial increase in sales volume above nor- 
mal, an increased percentage can be safely and profitably spent on 
selling. This is undoubtedly the easiest way for almost any busi- 
ness to improve its position in the industry. All of this informa- 
tion can be shown in the figures on a schedule showing profit and 
loss at different levels of sales volume. 

It might also be enlightening to see a comparative schedule of 
ir profit and loss at different levels of sales volume for both the pre- 
war period and the postwar period. From this we can easily show 
the increase in sales volume required at least to equal our 
prewar profit position and the increase required to improve it. 
The following schedule shows profit and loss at any volume for 
prewar and postwar years. 











to 
id Product A 
es 1940 1946 
n, Normal Normal 
ill Fixed expense $1,800,000 $2,200,000 
Ss Variable expense rate 60% 65% 
Break-even point $4,500,000 $6,285,000 
7 Net Profit or Loss 
ng 1940 Normal 1946 Normal 
Net Sales Before Tax After Tax BeforeTax After Tax 
e 0 —$1,800,000 —$2,200,000 
le $ 2,000,000 — 1,000,000 — 1,500,000 
,000,000 sy 200,000 —- 800,000 
000,000 + 600,000 +$ 480,000 — _ 100,000 
ur * 8,000,000 + 1,400,000 + 1,120,000 + 600,000 +$ 372,000 
it ** 10,000,000 + 2,200,000 + 1,760,000 + 1,300,000 + 806,000 
fe 12,000,000 + 3,000,000 + 2,400,000 + 2,000,000 + 1,240,000 
; * Normal Sales 1940. 
be ** Normal Sales 1946. 
mr Profit Contribution of Each Model of Product 
les Next a study should be made of the profit or loss contributions 
ate of each class and model of product to total profit. These figures 
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should be summarized on a schedule or chart. This information 
will show the sales executive where to direct his advertising and 
sales promotion. It will show up the unprofitable items, which 
must either be redesigned or dropped from the line unless a con- 
siderable expansion in sales can be obtained for them. The sum- 
mary will also point out the low profit items on which discounts 
should not be granted. It will show the effect on profit of an ex- 
pansion in sales of one product at the expense of another, or the 
increase in sales required on an unprofitable item to get it into a 
profitable position. In short figures of this kind show the profit 
opportunities in selective selling. 

When apportioning costs to each product for the purpose of de- 
termining the profit contribution of each product, the conventional 
classification of costs among manufacturing, administrative, and 
selling is inadequate. A study of all costs will have to be made 
to determine which are to be apportioned on the basis of (1) the 
productive hours expended in the production of the products, (2) 
the number of units produced or sold, and (3) the sales dollars. 

This is illustrated as follows: 


Product B 

Normal sales $6,000,000 

Normal production hours $1,000,000 
Normal number of units 25,000 


Costs apportioned to sales dollar, $2,400,000 == 40% of each dollar 

Costs apportioned to production hours, $2,500,000 == $2.50 per 
hour 

Costs apportioned to units, $500,000 == $20.00 per unit 


Costs Apportioned On 





Prod. Sales Sales Net Profit 
Model Hours Value Hours Dollar Unit PerUnit 
W 80 200 173 : 
x 50 yD 125 +00 % “ 
Yy 42 275 105 110 20 40 
Z 3% 178 75 71 20 12 


Profit Return on Each Hour of Productive Labor 


Next prepare another schedule, and this one is by far the most 
important one, which shows the profit realized on each hour of 
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labor expended in the production of each model of product. We 
are confronted with an over-all productive capacity of a limited 
number of production hours to produce all products, The largest 
possible portion of this capacity which can be utilized on the pro- 
duction of products to yield the best profit return on the hour of 
productive labor will also yield the best over-all profit. 

The following schedule is used for illustration : 


Net Profit 
Model Prod. Hours Per Unit Per Prod. Hour 
WwW 80 $40 $.50 
x 50 5 -10 
Y 42 40 95 
Z 30 12 .40 


In this illustration we realize a unit profit of $40 on product W 
which requires 80 production hours in its manufacture. On 
this product we are getting a profit return of $.50 on each hour 
of productive labor. On product Y we are realizing the same unit 
profit of $40, but the profit return on the hour of productive labor 
expended in its manufacture is $.95 per hour or almost double the 
rate on W. With figures of this kind, the section to be taken to 
increase profits is obvious. The sales promotion and advertising 
should be diverted to the products which give us the best profit 
return on the productive effort. 

Many sales executives have not taken advantage of their profit 
opportunities because they never had the figures which make it 
possible for them to do so. A sales executive and a cost accountant 
working as a team can run rings around their competitors who do 
not have a similar setup. In a recent issue of The Journal of Ac- 
countancy, Past President Victor H. Stempf said: 


The most urgent injunction to accountants today should be 
to refresh and extend their knowledge of the modern ac- 









counting techniques concerning standards and budgets. The 
plans of management are primitive, vulnerable, inadequzie, 
and dangerous unless implemented by these invaluable tools. 
Conclusion 
I agree with Mr. Stempf and in concluding this paper on profit- 
725 











N.A.C. A. Bulletin April 15, 1946 





action figures, which if followed will show the way to profit oppor- 
tunities in business, let me say that none of these figures need be 
actual cost figures. The best product cost ever developed was 
nothing more than a good approximation of cost. The figures 
referred to are no exception; they are merely a good approxima- 
tion of cost and profits. They do, however, take the rough guess- 
ing out of estimating. 

In America we are doing business in a competitive economy, 
It is the American system. It is the profit system. This system is 
deeply entrenched in the minds of most of us along with our be- 


liefs in the other freedoms enjoyed under the American system.- 


In our type of economy, each business must look out for itself. 
Competition is not only among different companies in the industry, 
but also among industries themselves. The companies which sur- 
vive and make progress in a free enterprise system are those that 
cash is on their profit-making opportunities. 

Any company making a diversified line of products must have a 
good cost system, and any cost accountant with a good cost system 
who is not producing profit-action figures is failing his company. 

I have discussed only a few of the opportunities for the cost ac- 
countant. He cannot, of course, force the other executives of the 
business to take advantage of the profit opportunities, but he cer- 
tainly can direct their attention to the most obvious courses of 
action and show the profits lost by not taking advantage of the 
opportunities available. 





Exhibits of Accounting Equipment at Annual Conference 
June 17, 18, and 19 


For the first time since 1942 an exhibit of accounting machines and 
equipment will be held in conjunction with the Annual Conference. Already 
most of the machine companies who have exhibited in previous years have 
reserved space. While it will be impossible for some companies to show 
their projected postwar models, the exhibit will include latest types of 
equipment. More particularly, the companies will be ready to demonstrate 
and explain new methods and new applications of their equipment which 
have been developed during the war period. As in other years, these 
exhibits will be of substantial educational value to members. 
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REPORTS ON UTILIZATION OF MANPOWER 


By Clair D. Weller, Assistant to Chief Cost Accountant, 
R. G. LeTourneau, Inc., Peoria, Ill. 


| these days when much reference is being made to obtaining 

maximum production from each hour of work, proper utiliza- 
tion of the potential manpower effort, physical and mental, is of 
greatest importance. Up-to-date reports designed to point out 
existing conditions by location, that is, individual workman, de- 
partment, and type of expense involved, can be very effective tools 
in securing maximum accomplishment from the effort expended. 
The following presentation deals briefly with some of the elements 
of manpower utilization and explains how these elements are re- 
flected in two types of reports currently used in the Peoria plant. 

R. G. LeTourneau, Inc., are manufacturers of heavy earthmov- 
ing equipment, such as Tournapulls, scrapers, and dozers. The 
basic raw material is steel,,and our manufacturing operations in- 
clude cutting, heat treating, machining, welding or fabricating, as- 
sembly, and cleaning and painting. There are between 2,000 and 
3,000 workmen employed at the Peoria plant. My comments and 
illustrations are based on experience gained in this manufacturing 
industry. 


Elements of Utilization 


A few years ago, the responsibility for increasing speed and 
production was frequently placed in the worker’s lap with the main 
emphasis on increased speed to accomplish increased output. Mary 
Jones’ production record, which showed that she had produced 
fifty pieces per hour, was used as a basis for setting a piecework 
standard, requiring Mary and all the other workers on that opera- 
tion to produce fifty-five or sixty pieces per hour. So far as my 
information obtains, this type of practice is rapidly becoming ob- 
solete in favor of standards which are accurately set through time 
and motion studies, and which place the emphasis on balanced 
movements, elimination of waste effort through the use of proper 
work methods and motions, and elimination of the various factors 
which result in scrap. Without detracting from the fact that an 
employer has every reason to expect an employee to apply himself 
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at a reasonable rate of accomplishment, I believe I am correct in 
stating that the full utilization of manpower is, for the greater 
part, dependent on: 
1. Getting the right man on the job. 
2. Maintaining health and high morale among the workers. 
3. Proper organization of all factors which contribute to the 
output of an operator. 
4. Instruction of the operator in the most efficient method for 
performing the assignment. 
5. Location of the causes for scrap. It is assumed that once 
the existence and cause for scrap is determined, the neces- 
sary steps will be taken to eliminate it. 


While it is desirable for the purposes of this paper to highlight 
those items involving the use of cost data and reports, it is also 
necessary to consider briefly the entire field in order to place all 
factors involved in their proper relationship. 


Getting the Right Man on the Job 


An extensive testing and selection process is maintained in our 
personnel department to obtain proper placement of each employee 
on a job for which he is adapted and on which he is capable of 
making progress. These tests reflect general intelligence, person- 
ality, and special skills and are much more revealing than a per- 
sonal interview can be without the help of the tests. In addition 
to these tests, there is obtained a confidential reference report, 
which is valuable in determining stability, dependability, education, 
and experience. We believe it is as important to the worker as it 
is to the employer that he gets into the type of job for which he is 
qualified, in which he will be happy, and where he will be able to 
advance. 


Maintaining the Health and Morale of Workers 


Because physical condition is so important in maintaining a 
worker’s rate of output, we have first aid stations where trained 
nurses can administer to those having minor ailments, such as, 
headaches, sore throats, colds, and in more serious cases can ad- 
vise an employee to leave his work and seek proper medical care. 
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This, of course, tends to reduce the amount of time off due to ill- 
ness. In 1944 the first aid stations at our Peoria plant had 26,040 
nonoccupational calls made up largely of the items mentioned 
above or of similar nature, as compared to only 15,732 occupa- 
tional calls. 

Our employees’ activities association does much for the general 
morale of employees by sponsoring a band, mixed choral group, 
and numerous athletic activities. However, possibly the most im- 
portant element in maintaining morale among all employees is to 
maintain the proper relationship between the employee and his 
foreman or supervisor. If this relationship is not what it ought to 
be, the employee involved is certainly going to lose interest, is apt 
to become careless, and his output is almost certain to decline. 
Extensive supervisory training courses are given all foremen and 
supervisors in our organization to aid them in fulfilling their re- 
sponsibilities and in maintaining the full interest of those whom 
they supervise. 

Organization of Work 

Frequently two operators are working on the same work who 
have had experience of equal value. Both are conscientiously en- 
deavoring to turn out a good day’s work, yet one may accomplish 
considerably more than the other in final output. Frequently, the 
answer is in the organization of the work. The cause may be work 
arrangement, working position, type of tools used, lighting condi- 
tions, or similar items, some of which are not controllable by the 
workman. By observation of other operators and application of their 
technique, the worker may be able to effect some improvement, 
but, in any case, it is the foreman’s responsibility to aid the work- 
man in correcting the condition. Whatever may be the element 
of organization that is lacking, until it is corrected, the operator’s 
time will not be fully utilized. 


Instructing the Operator 

In addition to a training school, we have both procedure and 
methods men who are responsible for determining the proper 
work methods to be used, the proper procedure to be followed, 
and the proper tools to be used. Our foremen are given consider- 
able training in methods of job instruction. Complete instruction 
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is important not only to get maximum utilization, but also because 
a worker’s progress and general attitude toward his work and his 
foreman are dependent on the type of instruction he receives. 


Location of the Causes for Scrap 


Whenever a part is scrapped, all operations previously per- 
formed are wasted. Some of the causes for scrap are materials 
which do not come up to specifications, defective tools, or ma- 
chines which will not hold to the required tolerances. Location of 
the cause for scrap is extremely important in securing full utiliza- 
tion of manpower. 

The problem of summarizing and pointing out existing condi- 
tions to those who are interested and able to make the best use of 
this information has led to the development and use of two reports. 
The standard posting sheet (Exhibit 1) is used to convey informa- 
tion to workmen and all members of the plant supervisory staff. 
The performance report (Exhibit 2) is issued to the supervisory 
staff only. 

For several years our company has maintained an extensive 
standards system covering virtually all direct labor workmen as 
well as numerous groups of indirect labor workmen. Both reports 
used are keyed to this standards system. A bonus is paid in ac- 
cordance with the accomplishment of the workman as determined 
through the use of carefully time-studied standards. Wherever 
such a plan is in use, the workman is vitally interested in having 
his time accomplish the maximum possible, since his earnings are 
increased in accordance with the accomplishment. 


Standard Posting Sheet 


One department of the cost division is responsible for obtaining 
all labor reports from the plants, for applying the proper standard 
values to the work reported, and for summarizing and assembling 
this information into the necessary form for payroll and costing 
purposes. The standards posting sheet is the report on which the 
production information and premium earned are reported back 
to the shop and also to the payroll department. This is a daily 
and weekly summary and is sent to the shop each day. There is 
one standard posting sheet for each shift in each department, and 
these are posted in their respective departments where everyone 
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in the department may view them. For instance, the standards 
posting sheets sent out on Thursday summarize the work produced 
by each employee for the preceding days of the week through 
Wednesday. 

As will be further explained, the standard posting sheet reflects 
the when and the where (or date and employee involved) of man- 
power utilization efficiencies and deficiencies. 


Performance Report 


The performance report is a monthly summary of the actual cost 
versus standard cost of each type of department expense in rela- 
tionship to the output. A report of this type is prepared for each 
cost center or control department. Output units are that portion 
of the labor units posted to the standard posting sheet which repre- 
sent the direct work of converting materials into salable parts or 
equipment. Supplementary operations, such as reoperation, ma- 
chine setup, etc., are classified separately in their respective ac- 
counts even though much of such labor is “on standards.” With- 
out further explanation at this point, suffice it to say that this 
report is issued to all members of the supervisory staff from the 
department foreman to the executive vice president, and points 
out to them the type of expense in which efficiencies and defici- 
encies are being experienced. The account numbers and names are 
show in the center of Exhibit 2. We will consider only Accounts 
1 through 13, the basic labor accounts. 

To summarize briefly the use of these two reports, we may say 
that the standard posting sheet points out existing conditions by 
individuals, involved, the day or days involved, and the department 
involved, while the performance report points out the existing con- 
ditions by department and type of expense. 


Analysis of Posting Sheet 


Exhibit 1 provides a column for each day of the week Each 
daily column is subdivided to provide space for entering the in- 
formation to be shown therein. To the left, columns are provided 
for the clock or badge number and the name. On the extreme 
right are provided columns for weekly summaries. There is one 
horizontal line designated for each individual workman on the re- 
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spective shift involved. Daily shift summaries appear at the bot- 
tom of the daily column, and a weekly summary of the shift op- 
eration is shown in the lower right-hand corner of the sheet. 

Analysis of the accomplishment by individuals is done by ref- 
erence to the accomplishment index as shown in the “Index” col- 
umn. Analysis of the shift operation is done by reference to the 
“Daily Net” and “% On” which appear in this same column at the 
bottom of the sheet. A brief explanation of these and other perti- 
nent standard posting sheet figures may be helpful. 

Exhibit 3 shows three blocks from the posting sheet covering 
the calculations for two workers for November 13, the total of 
the sheet for the day, and the totals for the two workers for the 
week. 





avg. | tevar| 2.0. | 208" | croce 


Index | Hours | Bcurs| pias, | Buster] 





Fo | 45 | ¥%y| 3970) £72 























6s. | 45 | RAl 20) £99 











Total | Houry | Total | Daily | Pren., 
Unite Bet 


On 
GO Irth | 4153\ F4.9| 59S 
DW. | £2] Pa] $00 — 
14°) 4a | Fie | 89.8 | (4a) 


























Exar 3 


The “Total Hours,” “Hours On,” “D. W.” (Day Work), and 
“L. T.” (Lost Time) as they appear in the daily individual post- 
ings are posted from a summary labor report made out in the fac- 
tory by dispatchers, approved by the foremen, and delivered to the 
office each day. “Total Hours” must agree with those approved by 
the foreman for attendance, as shown on a separate payroll clock 
card. “Hours On” are that portion of the “Total Hours” during 
which the operator has worked on jobs for which time-study stand- 
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ards have been set and which will be paid for as incentive labor. 
Time required to perform work for which no standards have been 
set is designated as “Day Work” and is paid for at the hourly 
base rate. “Lost Time” is time paid for during which no work 
was performed, such as, waiting for a crane or for a machine to 
be repaired. Day work and lost time do not enter into the compu- 
tation of the “Index” or “Premium Units.” 

“Total Units” are the sum of the standard time values for work 
performed by an operator during his hours on standards. A Ge- 
tailed report to the cost division of operations and quantities com- 
pleted is made out in the plant for each operator each day and is 
used to determine what standard time values apply and to accu- 
mulate the “Total Units” of work performed during the hours on 
standards. 

“P. A.,” or process allowance, is a varying quantity of units 
allowed each operator working on standards for interferences or 
unbalanced group conditions which adversely affect his rate of 
production. When the rate of production reaches 80 standard 
time units per “Hour On,” unfavorable conditions are considered 
nonexistent and no “P. A.” is allowed. A graduating amount of 
process allowance is allowed as the rate of production decreases 
below 80. In the type of work shown in Exhibit 1, the process 
allowance increases until the rate of production reaches 40 stand- 
ard time units or below, when a maximum of 20 process allow- 
ance units are given per “Hour On.” When the rate of produc- 
tion exceeds 80 units per “Hour On,” process allowance becomes 
negative to discourage excessive speed which may result in physical 
hazards or poor quality workmanship. 

The “Index,” or accomplishment index as we refer to it, is the 
number of minutes per “Hour On” which an individual has earned 
and for which he is to be paid, including standard units earned and 
“P. A.” units allowed. Thus, the index is obtained by dividing the 
sum of the “Total Units” plus “P. A.,” by the “Hours On.” A 
60 index is considered base since at this point an operator is earn- 
ing 60 minutes of pay per hour, for which he is compensated by 
his hourly base rate. An index above 60 indicates premium has 
been earned, and the number of minutes above 60, multiplied by 
the “Hours On” will yield the “Premium Units” for the day. “Pre- 
mium Units” earned during the week are valued at the respective 
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operator’s premium unit rate and paid to him as premium earnings. 
When an index is below 60, the number of minutes difference be- 
tween the index and 60 is multiplied by the “Hours On” and the 
result entered as “Units Below” in the “Premium or Units Be- 
low” column. Since the operator is guaranteed his hourly base 
rate, the “Units Below” represent excess cost and are not deducted 
from “Premium Units” earned on other days of the week. 

Except for the “Daily Net” and “% On,” the summary of the 
shift operation shown at the bottom of the daily column is obtained 
by adding the corresponding entries in the individual postings. 
The “Daily Net” is the average number of standard time units 
produced per “Hour On,” that is, per hour of work on standards 
for the shift involved. It is obtained by dividing the “Total 
Units” for the shift by the “Hours On,” and, as will be explained 
later, is indicative of the average rate of production achieved by 
the shift as a whole. The “% On” is the ratio of the “Hours On” 
to the “Total Hours,” and tells the extent to which the work avail- 
able for application of time standards is being studied and kept on 
standards. Further reference to standard posting sheet figures 
will be limited to the accomplishment index, net index, and “% 
On.” 

An accomplishment index between sixty and eighty is consid- 
ered normal. Of course, the higher the index, the more effectively 
the man’s time is being used. Referring again to the five “ele- 
ments of utilization,” whenever all of these conditions are satis- 
factory, a favorable index should result. If a deficiency exists in 
one or more of these elements, output is affected, and the accom- 
plishment index is correspondingly reduced. The day-to-day re- 
lationship of the indexes produced by a given worker is as indica- 
tive as the relationship of any one index to the expected normal. 
To explain further: 

1. A consistently low accomplishment index, such as 
Monday—6o, Tuesday—58, Wednesday—63, Thursday— 
59, and Friday—61 may indicate that— 

a. The employee is not qualified for the job. 

b. He may be in poor health and subject to excessive 
fatigue. 

c. He may have lost interest and become indifferent 
toward his work. 
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d. The work may not be properly organized. 


e. He may. not have been given complete and proper in- 
structions. 

If an employee’s indexes are consistently low over a period 

of several days or weeks, he will very probably become 

unhappy, will lose interest, and may decide he is not in the 

right organization and leave his job to seek work else- 

where. 

















2. A rising accomplishment index such as Monday—so, 
Tuesday—53, Wednesday—s57, Thursday—6o, and Fri- 
day—65 will indicate that there is improvement in the skill 
and organization of the work involved, and that new em- 
ployees are being given proper instructions and follow-up 
training, and are making progress. 


3. A declining index, such as 70, 68, 64, and 60 is most like- 
ly to result from some condition affecting the morale of 
the individual. It would appear that he is losing interest 
and has become discouraged. Under certain conditions, 
the use of defective materials or machine could cause such 
a decline. 
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sid- 4. A fluctuating index, such as 80, 60, 75, 62, etc., will prob- 
mA: ably result from— 

stio- a. Conditions which may cause scrap. 

s in b. Health; an individual working at a reduced rate of ac- 
om- complishment on some days due to nonconfining illness 
Te or worry over personal problems. 

lica- c. Poor planning in work schedule, resulting in an exces- 
mal. sive volume of work to be processed on one day with a 


low volume of work available on the following day. 

It is apparent that one does not apply himself as ef- 

1y— fectively when there is little work ahead of him as he 
does when there is plenty of work ahead of him. 

5. A steady high index ranging fromm 70 to 80 will indicate 
that the worker is qualified for the job he is on, that he 
has been given proper instruction, and that the causes for 
scrap are being controlled. Consistent indexes within this 
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range indicate effective utilization of the man effort in- 
volved. 


All of the foregoing assumes that all standard values are accu- 
rately and equitably determined. Any carelessness in establishing 
the standard values will be reflected in the resulting accomplish- 
ment indexes, probably by widely fluctuating indexes whenever the 
worker is assigned a different part or operation to perform. 


Importance of Posting Sheet to Management and Worker 


The workman is interested in these postings because they reflect 
his accomplishment in bonus earning and, to some extent, his quali- 
fications for advancement to a higher rated job. Also, he takes 
pride in earning a high index for his fellow workers to view and 
will endeavor to eliminate, or at least call to the attention of his 
foreman, any conditions which retard his progress. 

The foreman, supervisor, and plant superintendent review these 
postings to locate wifere their efforts are needed to accomplish the 
most effective utilization of the available manpower. 

The personnel department maintains a card record of each em- 
ployee’s weekly average accomplishment index and uses this in 
settling grievances, in handling personnel problems, and in explain- 
ing why a certain individual may or may not qualify for upgrading 
to a higher rated job. It sometimes becomes necessary for them 
to refer to the standards posting sheets for detail information re- 
garding the indexes produced by a certain individual, or group of 
individuals. 

Time does not permit the plant manager to review the detail 
postings. A chart record is maintained for him showing the “daily 
net” and the “% On.” From this record he is able to determine, 
at least in part, the effectiveness of the supervision in the various 
departments. While the normal “Daily Net” will vary from one 
department to another, a consistently low, or radically changing, 
“Daily Net” will attract the plant manager’s attention, and he 
will request information on the cause. Likewise, the “% On” re- 
flects the extent to which the work available for standards applica- 
tion is being studied and kept “on standards.” A low “% On” may 
mean the foreman is not calling for time studies when jobs are 


being processed which have not been studied previously, or it may ~ 
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mean a lack of cooperation between the foreman and the standards 
department. When the plant manager follows these ratings from 
day to day and requests information regarding low or widely 
fluctuating ratings, it goes without saying that the superintendent, 
supervisor, and foreman are going to watch them closely and will 
endeavor to maintain favorable ratings. 

Considering these factors, the standards posting sheet is an 
important report on the effectiveness with which the available man- 
power is being utilized. 


Analysis of the Performance Report 


As previously mentioned, the performance report points out 
efficiencies and deficiencies by department and type of expense. 
The items “% On” and the “Net Index” are shown at the heading 
of this report. These are the same ratings as appear on the stand- 
ards posting sheet for the respective departments, except they are 
ratings for the entire month’s operations. Assuming other factors, 
such as basic wage rates, etc., to be the same, a change in either 
of these figures will inversely affect the actual cost per 100 output 
units. 

Entering directly into the analysis of the expense accounts, as 
they reflect manpower utilization, we find that any conditions 
which affect the rate of output of productive labor units will be 
reflected in the actual dollars per 100 units for Account 1, Pro- 
ductive Labor; Account 9, Process Allowance; and Account Io, 
Below Standards. The title of Account 1 is self-explanatory. Ac- 
count 9, Process Allowance, is used to accumulate the cost of units 
allowed workmen for conditions beyond their control, and the 
lower their rate of production, the greater the allowance made. 
Account 10, Below Standards, represents the cost of paying a 
guaranteed base rate to men whose production was below the mini- 
mum standard requirements. 

Only certain of the elements of utilization will appear in the re- 
maining labor accounts. The effect of having the right man on the 
job will appear to some extent in Account 2, Reoperation ; Account 
4, Bad Fits; and Account 7, Lost Time. A man not qualified for 
the work he is doing is almost certain to make more than the av- 
erage number of errors or mistakes, This will mean reoperation 
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or bad fits allowances, or, if he makes a mistake involving machine 
damage, it is almost certain to result in lost time. 

Health and morale conditions may be expected to have much the 
same effect as having the right man on the job; if health and 
morale are good, errors will be less frequent. 

The element of organization, including flow of materials and 
parts and production planning, is probably reflected in more ac- 
counts than any other single factor. It is reflected to some extent 
in Account 2, Reoperation, but it is probably the main contributing 
factor to Account 3, Setup; Account 5, Cleanup; Account 6, Job 
Credit ; Account 7, Lost Time; and Account 13, Indirect Labor. 

An example which came to my attention will illustrate the effect 
of organization and planning on Account 3, Setup. A press oper- 
ator spent four hours making a press setup and was just ready to 
start production when it was decided another part was needed more 
urgently, and he was requested to tear out the setup he had just 
finished and make another. The second setup was completed just 
before the end of the shift, and the operator did not get to produce 
a single part that day. Needless to say, in addition to the setup 
expense incurred, the operator went home disgusted. 

The effect of organization will show in Account 5, Cleanup, to 
the extent job change cleanups are required, and to the extent that 
lost time waiting for parts or machine repair may appear in this 
account. Men are sometimes put to work doing cleanup to gain 
some benefit from the time during which they would otherwise be 
idle. 

Account 6, Job Credit, results from a job change allowance, and 
the more frequently an operator is required to change jobs, the 
greater will be his job credit. Organizing to keep job changes at 
a minimum will, of course, control job credit expense. 

Planning and organizing so that materials and parts are on hand 
when the employee is ready to start a job, maintaining machines and 
operating equipment in the proper state of repair, etc., will do 
much to keep Account 7, Lost Time, at a minimum. Failure to 
plan and organize production properly will most certainly result in 
excessive lost time for the operator. 

An example will best illustrate the effect of organization on 
Account 13, Indirect Labor. The materials with which a group of 
operators were working were located on the opposite side of the 
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building some forty or fifty feet away from the men who used 
them. A workman, reporting his time as indirect labor, was mov- 
ing these materials from their storage location to the location where 
they were used. After some study, the foreman found that by mak- 
ing a slight revision in the working arrangement, the materials 
could be stored on the same side of the room where they were 
used, and the indirect labor eliminated. 

The result of effective instruction and training will appear most 
noticeably in Account 2, Reoperation and Account 7, Lost Time. 
Again, an example will best illustrate. A setup man made a ma- 
chine setup and ran three pieces which when tested were found 
satisfactory. Without any instructions, the machine was turned 
or. over to the operator to proceed with the job. He ran 397 pieces to 
to complete the job, and the entire 397 pieces were rejected and sub- 
ject to reoperation. While the operator had previously operated 
the machine, he was not acquainted with certain conditions involved 
in using this particular setup. A few minutes of instruction would 
have saved several hours of reoperation time. 

Another incident will illustrate the application to Account 7, Lost 
Time. An operator was taken to a machine with which he was en- 
tirely unfamiliar and was given instructions in the proper method 
to start the machine and to perform the operation, but he was not 
informed how to stop the machine. When he finished the operation 
and desired to stop the machine, he tried one lever after another 
until the machine finally jammed. The repair cost no doubt was 
much greater than was the lost time the operator had while waiting 
d for the machine to be repaired. 

e _ The existence of conditions causing scrap will appear in Ac- 

t count 2, Reoperation. In our plant it is possible to reoperate and 
salvage a majority of rejected parts, and thus, conditions causing 

i scrap are reflected through the cost of reoperating. 

i To this point, no reference has been made to Account 11, Super- 
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vision. The supervisor, superintendent, and plant manager are in- 
terested in the most effective use of their supervising manpower, 
and therefore these reports are useful in pointing out to them, 
through the cost reflected in Account 11, when there has been suf- 
ficient change to warrant dividing a department, bringing in an 
? assistant foreman or combining two departments. It is true that 
supervision cannot be expected to vary directly with production, 
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but when there are radical changes in the volume of output units, 
and, therefore, the actual cost of supervision per 100 units of pro- 
duction, the attention of the supervisor, superintendent, and plant 
manager is drawn to this item, and they can decide what the proper 
move shall be. 

Thus, the performance report gives direction in locating man- 
power utilization efficiencies and deficiencies. Of course, it will 
not show the exact condition which prevails, but it does point out 
the department and type of expense in which they exist and brief 
investigation will uncover the specific conditions. 


Conclusion 

One of the important factors in the minds of the executive of- 
ficers of a company in the evaluation of their department heads 
and supervisors is the effectiveness with which those department 
heads and supervisors utilize the manpower made available to them. 
For those of us who are connected with cost work, there are many 
opportunities to furnish data to department heads which will en- 
able them to utilize their manpower more fully. The demand for 
full utilization of manpower is still before us. It did not pass with 
the signing of a surrender ending warfare. We, on the cost end of 
the business, have a real opportunity to make the data we collect 
on labor cost and usage a vital tool for everyone in our respective 
organizations, from the worker to the executive, to use in gaining 
the most accomplishment from the effort expended. 





Correction 


As a result of a typographical error on page 670 of the Bulletin for 
April 1, the formula for the calculation of the labor price variance was 
incorrectly stated. The formula should have read: 

Actua? hours x (actual rate minus standard rate) = labor price 
variance. 
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Tue Cost AccounTANT’s Rote 1n Lazpor RELATIONS 


Editor, N. A.C. A, Bulletin: 


Newspaper headlines continue to emphasize the importance of labor rela- 
tions as one of the problems our nation must struggle with during the 
transition period. The usual pattern of events opens with unreasonable 
demands on the part of labor followed by the statements of management 
that the payment of any such demands to labor will merely hasten the day 
when the company will have paid out its entire surplus accumulated during 
past years of profitable operation. An impartial arbiter may be called in 
from outside the company to make a survey and recommend a settlement 
fair to both parties. Valuable time is lost while hearings are held, figures 
are collected, comparisons are made, and operating statistics are studied 
before a decision is reached. 

The industrial accountant is in a position to act as an impartial arbiter 
in many of these labor disputes. His work over a period of years has 
brought him into personal contact with many of the plant employees and 
operating personnel. When time studies are made, material standards and 
variable budgets are set up, or cost estimates are made, opportunities are 
presented for cementing favorable relationships between workers and the 
plant accountant. Payday brings the usual number of questions and con- 
ferences. The accepted practice of helping employees to prepare their 
income tax returns strengthens the relationship between the worker and 
the accountant. 

When a dispute arises between the worker and management, it would 
appear logical to call in the plant accountant as an arbiter. If both parties 
are sincere in their desire to reach a settlement that is fair to both sides, 
the plant accountant is in a logical position to fill this role. He is familiar 
with the background of the dispute. He is competent to compile statistics 
and secure comparisons from sources outside the company if this is neces- 
sary. If he has done his job well in the past, he should have the confidence 
of both parties to the dispute. His role in the operation of the business 
puts him “in the middle” as much as any other individual in the organization. 

I am wondering if there have been any instances where the plant account- 
ant has acted as arbiter in such disputes. If there have been none, why 
is it that he has been overlooked when such an opportunity as this has 
been presented to raise the opinion that industry and the public may have 
of the role of the industrial accountant? 

NorMan E. Horan, 


Providence Chapter. 
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PRIMER FoR THE AGE OF PLENTY 


Editor, N. A.C. A. Bulletin: 


The cost accountant along with the accounting system could be a guide 
in what seems to be the era of approaching fact-finding boards appointed 
by the President and other officials including governors and mayors of our 
various states and cities. Of course, the point must be what are the facts 
to be used for, and who is to interpret them? There is no question but 
that the men appointed to the existing fact-finding boards or commissions 
are able lawyers, judges, or college presidents. What will these men expect 
to find that is not already in the record? 

Certainly the Securities Exchange Commission, the Federal Trade Com- 
mission, the Bureau of Internal Revenue, the various state reports, and 
the audit reports of public accountants submitted to the stockholders already 
disclose sufficient data, and along with the OPA forms these boards could 
spend considerable time musing over these facts, but what will they see? 
Only past performances, and what are these good for? They can be used 
only for standards of comparison. Who can predict how many automobiles 
or washing machines or bicycles or baby carriages or gadgets will be made 
and sold in the period ahead? Who can predict what the overhead will be 
and what the unforeseeable expenses will be, or what new materials or 
new competition will bring? Who can predict the obsolete machinery, and 
plant sites, and the scarcity of experienced workers? 

America’s destiny in the world of tomorrow seems inevitable, yet how 
can we pay top wages and maintain top living standards and expect to 
export our goods when the other countries of the world pay low wages, 
have low production costs, and low standards of living? 

Certainly the men in the country best able to discuss these problems are 
the cost accountants, and it would not be amiss to have the problems of 
cost accounting brought out so that the public will not think that all one 
has to do is put a lot of figures on paper or in a calculating machine, and 
then the answer comes out. Nor do we want the public to think that cost 
accounting is some mystic science that only a few men understand. 

Let the cost accountants take the leadership in bringing out the problems, 
opportunities, and responsibilities of cost accounting as they affect the 
production of various kinds of capital and consumer goods as well as every- 
day living costs. 

Purr A. Ferner, 
Providence Chapter. 


Prortr SHARING 


Editor, N. A.C. A. Bulletin: 


The article on profit sharing contributed by Donald R. Thompson in the 
December 15, 1945, issue of the N. A. C. A. Bulletin is particularly appro- 
priate in these times of widespread labor unrest and industrial strife. It 
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may well be that profit-sharing plans will come to have wide acceptance in 
the future because they tend to.answer the clamor of wage employees for 
greater security, higher remuneration, and a larger voice in the conduct of 
company affairs. 

Mr. Thompson has furnished us with an excellent resumé of the plan 
employed by his company. However, he himself warns that “no one plan 
is universally applicable, but must be tailored to fit the local conditions.” 
In this connection, it is noted that Mr. Thompson’s company issues capital 
stock at par value to distribute the major portion of the profits. This prac- 
tice is probably satisfactory’ for a small company whose stock is closely 
held and does not appear on the Exchange. But in cases where the com- 
pany’s stock is listed on the Exchange, it would be better practice to issue 
profit-sharing stock at market value rather than par value. Otherwise, when 
the market value exceeds the par value, the profit sharers will receive pref- 
erential treatment as opposed to actual capital-furnishing stockholders. In 
practice, the profit shares would probably sell their stock to realize the 
profit available and thus defeat one of the purposes of issuing stock, namely, 
to engender a sense of proprietorship in the minds of employees. On the 
other hand, when market value is less than par value, employees will have 
the feeling that they are being “shortchanged” in receiving payment in 
overvalued stock. This again, would undo the whole purpose of the plan 
by striking at its equity and integrity. Above all, the employees must 
believe the plan to be fair. Also, it is conceivable that a point would event- 
ually be reached where profits would be insufficient to maintain payment 
of “normal dividend” on capital stock. This would result in reducing the 
return to the regular, capital-furnishing stockholders from what it would 
have been had stock not been issued to employees. Such a condition is, of 
course, unjustified and inequitable. 

However, the plan outlined is on the whole, an excellent one, and the 
Bulletin is to be commended for the inclusion of an article on this timely 
subject. 

Rosert W. Brrz, 
Birmingham Chapter. 
Editor, N. A.C. A. Bulletin: 


The article by Donald R. Thompson, appearing in the December 15, 1945, 
issue of the Bulletin, entitled “Profit Sharing Is Good Business,” seems to 
be quite closely connected with the basic domestic political issues so widely 
debated today. 

From the standpoint of accounting, it means mainly that certain elements 
of labor cost like bonuses, gifts, etc., would properly appear in the profit 
distribution section of the operating statement. It might be really a step 
towards solving many of the present ills of our economic life. However, 
as accountants we may be cf service to management in individual cases as 
to what might be considered a “fair profit” and what labor would regard 
as a “fair share.” 


745 





















































N.A.C. A. Bulletin April 15, 1946 










Basically, capital will always demand the following deductions before 

profits to be shared could be computed, namely : 

1. Interest on capital investment, including risk factors like obso- 
lescence, etc., not covered by regular insurance. 

2. Compensation for management work on the part of investors. 

3. Reserves adequate to cover future losses. 

4. Accumulation of funds for normal expansion. 


In many cases it may prove, that a profit-sharing plan based on such 
principles does not vary to any considerable extent from amounts granted 








































to labor as bonuses, etc., and might prove to be the golden bridge between " 
management and labor, thus creating the desired atmosphere of mutual | 
understanding. e 
It is not much work on the part of accountants to prepare statements c 
based on. such principles and discuss their possibilities with management. a 
It may also prove a factor in bringing about the acceptance by all parties q 
of the philosophy that it is better to be a partner in a good business than v 


to be a sole owner of a bad one. 


Leste ACZEL, 

Los Angeles Chapter. fl 
Ww 
InveNTORY TAKING AND THE ACCOUNTANT S) 
Editor, N.A.C. A. Bulletin: ne 

In replying to Mr. Tyner’s most interesting comment on my inventory , 
article (December 1, 1945), I might say it is difficult to give the entire of 
perspective in a limited paper on a specific technique. Perhaps I am guilty on 
of taking the engineer’s viewpoint. It is done intentionally as I meant to eff 
deal objectively with the activity of inventory taking itself and what its the 
requisites might be, and not its place in the management organization. in 
In this way it is placed as a unit in the organizational structure accord- 
ing to company practice. The most logical person to head up physical of 
inventory would be the chief storekeeper. Storekeeping (records and In 
physical) can be found under production ; accounting and purchasing accord- ina 
ing to company practice. I would hesitate to open an age-old discussion am 
between accountants and production men on this point, therefore make no sta 
recommendations. tor 
It has been my experience that putting accounting personnel in charge cor 
of crews would handicap both the accountants and the crews in the follow- firs 
ing ways: I 
1. Actually assigning accounting personnel as part of a crew would anc 
destroy the accountant’s most valuable function, that of check and pre 
audit. This itself is a highly-developed technique. imy 


2. Lack of knowledge by the accounting department of the physical 
stock itself and its exact location would retard progress. Rarely 
does the accounting personnel get the opportunity to observe the 
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£ 
flow of work in process, materials, and finished goods, and also 
to identify them physically. 
3. In a large inventory I have never found enough accounting per- 
sonnel with stock experience to assign as an integral part of a 
crew. 





I feel that those people handling the stock every day become the best 
type of inventory crew, and the accounting department’s function should 
be one of an independent check, both on the floor and in the control 
accounts. 

I would hesitate to take any inventory without complete advanced plan- 
ning. The article mentions the use of an inventory manual, which of 
course would be as detailed as is necessary. Actual advance contact for the 
inventory personnel is necessary for reviewing instructions, answering 
questions, and, above all, finding out if each is prepared for his part. 
Written procedures can never take the place of personal instructions and 
follow-up; that is a weakness of many installations today. 

The number of counters and tag writers, I should have explained, is 
flexible and should be suited to fit the case: one counter and one tag 
writer or two counters and one tag writer; it can, of course, be varied. 
Space is alloted on Exhibit 2 in the article for the counters’ and tag 
writers’ initials, as “Count” and “Writer.” That should be sufficient for 
any reference. 

The article gives effect to arrangement of materials, etc., in the “Notice 
of Physical Inventory,” steps 2, 3, and 4, shown as Exhibit 3. As explained 
on page 286, this is given out one week in advance. Exhibit 6 also gives 
effect to this type of preparation on a Gantt chart, progress being noted 
thereon as preparations are completed. Progress information is asked for 
in the above-mentioned “Notice of Physical Inventory.” 

The article does not deal with a continuous inventory of certain classes 
of stock the year around. That is adapted according to company practice. 
In my limited experience I have encountered no such great difficulties in 
inaccuracies as Mr, Tyner mentioris. Why should there be? There is 
ample opportunity to count, tag, and check the inventory as it is at a 
standstill. On the contrary this method is far more accurate than inven- 
tory taking while goods are moving. The date of taking is contingent on 
company policy, and I feel it is fully qualified in the last sentence of the 
first paragraph in the article. 

It should be understood that procedures of this type should be modified 
and tailor-made to fit the particular industry. Mr. Tyner’s comments have 
provided some good stimulus, and I am glad to see interest in such an 
important phase of management. 

W. B. Atcuison, Jr., 


Newark Chapter. 
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Wartime Expansion of Facilities—The March issue of Domestic Com- 
merce, published by the U. S. Department of Commerce, quotes some in- 
teresting data to show the magnitude of industrial expansion in the United 
States because of the war. In the five-year period following the enactment 
of the National Defense Act in June of 1940, the country witnessed the 
greatest short-term expansion of manufacturing facilities and military 
installations any nation has yet achieved. Including expenditures for indus- 
trial and nonindustrial services, mining, and agriculture, the United States 
spent approximately 76 billions for new facilities. Whereas during 1939, 
57 billions of manufactured product were produced, in 1944 the production 
included 93 billions in war goods and at the same time supported a civilian 
economy functioning at higher than 1929 levels. 


Ohio State’s Eighth Annual Institute on Accounting—Preliminary 
announcement has been received from Ohio State University concerning its 
eighth annual institute on accounting to be held in Columbus on May 17 
and 18, 1946. Several prominent N.A.C.A. members are on the program, 
including Mr. Frank Klein our national president. 


Request for Annual Reports—The published annual reports of com- 
panies are quite useful to N.A.C.A. headquarters staff in studying new 
developments and trends in accounting. Members whose companies pub- 
lish statements are invited to add N.A.C.A. to their companies’ mailing 
lists. 


Treasury Restricts Price Relief Based on Salary Increases—Salary 
increases for employees earning more than $7,500 a year will not be approv- 
able in applications for price relief unless specific authorization for such 


rises is given by the Treasury Department. The Department’s instructions 


issued by the Commissioner of Internal Revenue are as follows: 


Section 308 of the supplementary Wage and Salary Regulations issued 
by the Director of Economic Stabilization on March 8, 1946, provides, 
in part, as follows: 


Issuance of General Pattern and Other Orders 
A. The appropriate wage or salary stabilization agency shall have 
authority by regulation or general order to designate particular 
industries, or particular industries or related industries within 
a particular local labor market area, with respect to which 
it finds that a general pattern of wage or salary adjustments 
has been established, within the meaning of Section 303 (in- 
creases consistent with industry or local area pattern), or 
that a specified wage or salary level is necessary to eliminate 
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a gross inequity between wage rates or salaries in related 
industries or in related plants in the same industry or locality, 
within the meaning of Section 304 (increases to correct gross 
inequities), and to provide that any wage or salary increase 
conforming to such regulation or general order shall be deemed 
to be approved. 

C. The appropriate wage or salary stabilization agency may, with 
the approval of the Economic Stabilization Director, give 
advance approval by regulation or general order to other 
classes of wage or salary increases. 

In accordance with Section 308 (C) and in order to correct intra- 
company inequities occasioned by the granting of wage or salary 
increases under the terms of a regulation or general order issued by 
the National Wage Stabilization Board under Section 308 (A), in- 
creases in salaries, within the jurisdiction of the Commissioner of 
Internal Revenue, will be deemed approved, without the necessity of 
filing applications therefor to the extent that: 


1. The increase in the salary of any individual employee is not 
in excess of the dollars and cents increase under such regula- 
tion or general order of an equal amount of wages or salary, 
or, if there be no equal amount of wages or salary, the increase 
is not in excess of the dollars and cents increase of the next 
lower wages or salary in which an increase is permissible under 
such regulation or general order; provided, however, that any 
increase hereunder shall be reduced by the amount of any 
general salary increase made by the employer since August 17, 
1945. 

2. The increase is not granted to an employee whose salary is 
in excess of $7,500.00 per annum, and 

3. The increase in the salary of any individual employee is not 
effective prior to the effective date of such regulation or gen- 
eral order. 

Increases made under this general approval may be applied to salary 
rate schedules to the extent that the minimums, maximums, and con- 
trol points are increased in the same dollar amounts as is provided 
for in individual salary rates under the terms of this general approval. 

An employer who seeks an adjustment in the price ceiling for his 
product or products based upon a salary increase deemed approved 
hereunder, shall indicate to the Office of Price Administration in any 
price relief application the nature of and the basis for the increase 
made pursuant to this general approval. 


University of Michigan Technical Papers Published—The Bureau 
of Business Research of the University of Michigan has recently published 
the technical papers presented at the Twentieth Annual Michigan Account- 
ing Conference held at Ann Arbor in November, 1945. The publication 
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is number 17 of the series, Michigan Business Papers, and includes the 
following papers: 

The Tax Adjustment Act of 1945 and Accelerated Amortization of 
Emergency Facilities, by Alexander S. Currie, C. P. A., Price, Water- 
house & Co. 

The Changing Relationship Between Manufacturing and Accounting, 
by John Airey, President, King-Seeley Corporation, Ann Arbor. 

Trends in Accounting, by William W. Werntz, Chief Accountant, 

. Securities and Exchange Commission. 

Inventory Pricing, by Maurice H. Stans, C. P. A., Partner, Alex- 
ander Grant & Co., Chicago. | 

Current Problems and Developments in Accounting Procedures, by 
Cyril Talbot, C. P. A., Partner, Barrow, Wade, Guthrie & Co., Chicago. 


Copies may be obtained, price $1.00, by writing to the University of 
Michigan Press, 311 Maynard Street, Ann Arbor, Michigan. 
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ASSOCIATION NEWS 











Clinton Bennett Appointed Research Chairman 


President Frank Klein has announced the appointment of Clinton W. 
Bennett as Chairman of the Association's Committee on Research. A 
Partner of Cooley & Marvin of Boston, Mr. Bennett is well known for 
his many contributions to the technical activities of the Association. The 
author of a number of articles published in the N.A.C.A. Bulletin, and 
a frequent speaker at chapter, regional, and national meetings, Mr. Bennett 
served as a member of the Technical Program Committee for the Boston 
Conference in 1943, was elected to the National Board in that year, and 
has served on the Board as Director in charge of Education and Chapters. 
Mr. Bennett succeeds Professor Thomas H. Sanders who served as Chair- 
man of the Committee during its formative first six months. Professor 
Sanders has withdrawn from the chairmanship because of the pressure of 
other duties, but continues as a member of the Committee, 

At its last meeting the Committee on Research authorized the early 
publication in the N. A.C. A. Bulletin of a research paper on “The Uses 
and Classification of Costs,” and the initiation of two research studies in 
the field of cost control. 


Piedmont Chapter Chartered 


At its meeting on March 29 the National Board approved an application 
for a new chapter centering around Greensboro, North Carolina, to be 
known as the Piedmont Chapter. The new chapter, organized by a Com- 
mittee headed by Charles E. Baxter, Treasurer of the Carter Fabrics Corp., 
as Chairman, and Ralph Jaeger, Controller of Mock, Judson, Voehringer 
Co., as Secretary, has a charter membership of 59, and brings to 84 the 
number of N. A.C. A. chapters. 

Presentation of the charter for the new Piedmont Chapter will take 
place at an organization meeting at Greensboro on April 22, at which time 
chapter officers will be elected. Vice President William J. Carter will make 
the chapter presentation. The technical address for the evening will be made 
by Clinton W. Bennett, National Director in charge of Chapters and Chair- 
man of the Committee on Research. 






















Twenty-Seventh International Cost Conference 
Waldorf-Astoria Hotel — New York City 
June 17, 18, and 19, 1946 . 


TECHNICAL PROGRAM 


Monday Morning, June 17 


Chairman, Horace G. Crockett, McKinsey & Co. 


Influence of Volume on Costs and Prices 
Helping the Sales Executive 


Monday Afternoon, June 17 
Chairman, Stuart D. MacLaren, Heywood-Wakefield Co. 
Theme: Increasing the Industrial Accountant’s Value 


Program for Improving Performance 

Training People for the Job 

Making the Figures Talk 

Tuesday Morning, June 18 
Chairman, Edward J. Hanley, Allegheny-Ludlum Steel Corp. 
Theme: Putting Cost Accounting to Work 

For Cost Control 
For Cost Reduction 


Tuesday Afternoon, June 18 
Chairman, William H. Franklin, Caterpillar Tractor Co. 
Theme: Putting Cost Accounting to Work 


For Profit Determination and Inventory Valuation 
To Answer the $64 Questions 


Wednesday Morning, June 19 


Chairman, James J. Hastings, James J. Hastings & Co. 
Long-Term Profit Planning 
Explaining Profits to Employees 




















